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ANNUAL REVIEW OF NEW ENGLAND BUSINESS 


Moderate Growth with Few Upsets 


As the year 1959 opened, business recovery from the 1957-1958 recession was in 
progress throughout the nation. Recovery gave way to new economic growth as the 
first six months rolled by and pre-recession peaks of activity were reattained and 
surpassed. The New England area paced along, step by step in both the recovery 
and the extended new growth. 

During the second half of the year, however, there were three important develop- 
ments, which, over large parts of the nation, weakened or interrupted this upward 
trend in activity. These were: widespread strikes, particularly in the steel industry; 
a diminishing amount of residential construction activity, attended by rising costs 
of financing; and declining farm income. For the most part New England was rela- 
tively immune to each of these disturbing developments, and in consequence its 
moderate growth rate was not greatly upset. 

Seventeen weeks of strike against seven-eighths of the nation’s steel making capacity 
impinged deeply into production, employment and incomes in that important in- 
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dustry. There were also far-reaching secondary 
effects on the coal, railroad and steel using indus- 
tries, and even a definitely perceptible influence 
on the course of over-all gross national product. 
But only about | percent of the striking steel 
workers had jobs in New England, and stockpiles 
of the metal at steel using plants in New Eng- 
land in general sufficed to maintain close to 
normal operations throughout the strike period 
with a minimum of job layoffs. 

Residential construction activity had received 
considerable stimulation in 
of the recovery period. 


the early stages 
This stemmed partly 
from planned counterrecessionary programs. It 
stemmed also in large measure from the fact 
that total credit demand from all sources was 
then relatively light, thereby making mortgage 
funds amply available at rates which were attrac- 
tive to both lenders and borrowers. As business 
restrengthened, however, the competitive de- 
mand for credit funds pushed interest rates 
upward and constricted the flow of funds for 
residential construction over much of the nation. 
In New England funds continued to be amply 
available for good mortgage credit risks and at 
rates which looked enviably low to borrowers 
in other areas. From July through November, 
total contracts in New England for one- and 
two-family homes were 12 percent greater than 
a year earlier, whereas for the 48 state area the 
gain was only 4 percent. 

An intensified decline in farm income as the 
year rolled on added to economic problems for 
other areas. But this factor also had but small 
impact on the New England economy, since the 
region’s agriculture is specialized in type and 
accounts for only a small portion of the region’s 
total income. Perhaps the greatest single griev- 
ance among New England farmers was the 
damage caused by the aminotriazole scare that 


2 


affected the marketing of their cranberry crop. 

A careful review of New England business 
statistics for 1959, to recapitulate, will reveal 
moderate growth, less spectacular than that of 
the national pattern, but somewhat more evenly 
maintained and with fewer upsets. 

New England nonagricultural employment in 
mid-October, for example, was running 2.0 
percent above a year earlier. National non- 
agricultural employment over the same period 
showed a 2.8 percent gain. In both cases seasonal 
declines in January and February were followed 
by seasonal expansions during the spring months, 
but the percentage net gain over the first half 
of 1959 was greater for the nation. From July 
to October, with many out of work as strikers or 
through the secondary effects of strikes, the na- 
tional rate of growth dropped below the New 
England rate. 

All six states in the area experienced growth 
in nonagricultural employment over the 12- 
months period, with the greatest percentage 
gains recorded by New Hampshire, Vermont and 
Connecticut. Of New England’s larger metro- 
politan areas, only Worcester had fewer non- 
agricultural workers in mid-October than a year 
earlier, a situation easily explained by the 
concentration there of a large portion of the 
region’s striking steel workers. By November 
none of New England’s 17 major labor market 
areas had unemployment amounting to 9 percent 
of their respective labor forces. 

By industry classification, the greatest employ- 
ment gains were in manufacturing, particularly 
of durable goods. This is a common occurrence 
during the upswing of the business cycle. Per- 
centage gains in New England employment from 
October 1958 to October 1959 were 5.9 for 
durable goods manufacturing, 1.8 for nondurable 
goods manufacturing, and 0.8 for nonmanufac- 
turing. The concurrence of unexpected strength 
in some of New England’s nondurable goods 
industries, with a semblance of boom conditions 
in some of her durable goods industries, was 
very propitious for the 1959 regional economy. 

Expanding employment in 1959 was accom- 
panied by generally lengthening work weeks for 
New England production workers. This was 
especially notable in some durable goods indus- 
tries where work weeks had been curtailed dur- 
ing the preceding period of business recession. 
The New England production worker man-hour 
index in October was at 89.0 percent of its 
1950 base, compared with 83.5 a year earlier and 
with its 1959 peak value of 89.8 in June. 

This bank’s index of New England manu- 
facturing output reflects both man-hours of 
production labor and industrial usage of electric 
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power. This index, seasonally adjusted on a 
1950-52 base, rose rather sharply in the early 
months of the year to a June value of 122. It 
maintained approximately the same level until 
October when it dropped to 119. The national 
manufacturing index, in response to a more 
direct impact from the steel workers’ strike, 
dropped more quickly from its June peak. 

This delayed sag in New England production 
is mirrored in monthly reports of purchasing 
agents. As late as September 49 percent of New 
England’s reporting sample still found produc- 
tion increasing at their respective plants, while 
the corresponding percentage in the nationwide 
association had dropped to 27. 

Output of electric power for public usage dur- 
ing each week of 1959 exceeded that for the 
corresponding week of 1958. New England per- 
centage gains, however, were usually somewhat 
smaller than those for the nation. 

The composition of New England construction 
activity changed materially in 1959 from 1958. 
Engineering types of construction which featured 
prominently in 1958 contract awards dwindled 
in relative importance. For the first 11 months 
of 1959 compared with the corresponding period 
of 1958, the F. W. Dodge Corporation reported 
declines of 12 percent in public works contracts 
and of 56 percent in utilities contracts. On the 
other hand, the easy availability of mortgage 
credit at relatively low cost during the early 
part of 1959 helped to promote a surge in home- 
building. Even with a later rise in mortgage 
rates which moderated this surge, cumulative 
residential construction contracts for 11 months 
were 21 percent greater in aggregate value than 
those of a year earlier. Nonresidential building 
contracts experienced a 5 percent rise over the 
same comparative periods, but plans which are 
under consideration, but not yet ready for con- 
tract awards, indicated the potentialities for a 
sharper rise later. 

A survey of 1959 capital expenditure plans of 
New England manufacturers, which was made 
last spring, indicated a rise of only 2 percent 
over their 1958 outlays. A follow-up survey 
made in the autumn revealed that planned cap- 
ital expenditures for 1959 had been boosted to 
exceed 1958 outlays by a 15 percent margin. 
Meanwhile, successive surveys of the same type 
with a national scope have discovered a narrow- 
ing margin of 1959 plans over 1958 outlays. 
Here again is evidence that developments over 
the past year have tended to expand the modest 
expectations which New England businessmen 
held early in the year. 

The climate for New England business im- 
proved during the year. Business failures for 
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11 months declined by 10 percent in number 
from the comparable 1958 period, while new 
incorporations in the six states rose by 23 per- 
cent. 

Freight carloadings on the New England rail- 
roads responded poorly to business recovery. 
Originating carloadings for the nation’s car- 
riers during 47 weeks of 1959 were 2.0 percent 
greater than a year earlier, even after drastic 
losses in coal and ore carloadings during the 
period of the steel workers’ strike. Originating 
carloadings for the seven New England carriers 
during the same period, although less affected 
by strike-induced losses, failed by 1.3 percent 
to meet their 1958 levels. 

Incomes generally rose as business improved, 
although labor-management disputes and asso- 
ciated work interruptions tempered the gains in 
some areas. Average hourly earnings of factory 
workers showed year-to-year gains in all six states 
and, coupled with longer work weeks, led in 
many cases to record high weekly earnings. 

Retail trade in New England responded to 
generally improving business conditions in 1959, 
and to higher incomes which were relatively 
immune to losses from strikes and associated lay- 
offs. Total sales of retail outlets in the area are 
estimated to be 6 percent greater than in 1958, 
with almost all types of stores sharing in the gain. 

At department stores in the area, 1959 sales 
were 3 percent greater than a year ago. Calendar 
variations such as an early Easter and a late 
Labor Day, and vicissitudes of weather such as 
a spell of hot weather in late August, somewhat 
shifted the seasonal pattern of shopping, but 
only in August did sales fail to surpass those of 
the corresponding 1958 month. Christmas sea- 
son shopping established a new record. Apparel 
and accessories sales were in 5 percent greater 
volume than in the previous year. Especially 
impressive were the sales gains of 15 percent in 
major household appliances and 10 percent in 
radio, television, record, lamp and shade depart- 
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ments. With an increasing use of credit, there 
was a 4 percent increase in the stores’ accounts 
receivable during the year, but collection ratios 
held up satisfactorily. 

Retail sales of new automobiles in New Eng- 
land, following a generally dull performance in 
1958, picked up rapidly commencing in March 
of this year. Cumulative registrations of new 
cars in the six states through October were 
27 percent ahead of a year ago, but this margin 
was worked down by steel shortages and reduced 
availability of new cars in the late fall. 

Prices did not yield to upward pressures dur- 
ing the year as much as was earlier expected. In 
the wholesale commodity price index, a down- 
ward trend in prices of farm products and 
processed foods about balanced upward trends 
in prices of other commodities. The consumer 
price index commenced to rise in April, and 
by October was 1.5 percent higher than a year 
ago. 

Credit and monetary developments were char- 
acterized by a gradual increase in demand for 
funds, which led to some intensification of mone- 
tary restraint during the first half of 1959, and a 
fairly even maintenance of restraint during the 
second half with net borrowed reserves of mem- 
ber banks hovering near the half billion dollar 
level. 

Commercial and industrial loans at New 
England commercial banks increased contra- 
seasonally during the first half of the year along 
with the general expansion in business, but 
experienced little net change during the second 
half. Consumer credit expanded slowly during 
early months of the year, but accelerated its 
growth rate later with an increasing percentage 
of automobile loans made for 36-month terms. 
As demand for other types of credit rose, the 
availability of mortgage credit declined some- 
what, especially for older homes or for specula- 
tive new home developments, but the decline 
was less marked than in other areas. 

All forms of liquid savings had slower growth 
than in 1958, and holdings of Series E and H 
Savings Bonds declined even after interest rates 
were raised to a 334 percent basis. 

Interest rates and yields in the money market 
rose, with some interruptions, through the year, 
and by the second half were generally above 
1957 peak rates. Yields on new 91-day Treasury 
bill issues reached an all-time peak of 4.670 per- 
cent in December, and the whole problem of 
Federal financing was intensified by retention 
of the 414 percent ceiling on bonds of over 
5 years’ maturity. Rates on mortgage loans rose, 
but the range of 514 to 6 percent for conven- 
tional type mortgages which prevails commonly 
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in New England is low compared with rates in 
some other areas. 


Durable Goods Manufacturing 

The rapid improvement in business which 
primary and fabricated metals industries en- 
joyed during the first half of 1959 was seriously 
threatened during the second half by strikes in 
the steel and copper industries. In New England, 
fortunately, striking steel workers were relatively 
few, many steel users had accumulated ample 
stocks of the metal, and these stocks were supple- 
mented by imports from abroad. Upsets to pro- 
duction, employment and incomes were there- 
fore small compared to those in other areas. 

The strike, however, contributed to a slowing 
down of foundry activities as some customers 
deferred order placements for castings until they 
could be assured of their steel requirements. An 
independent development was the final shut- 
down of the region’s sole blast furnace which 
had been providing about 80 percent of the pig 
iron used by New England foundries. A declin- 
ing market for pig iron over a period of years 
hardly justified a continued low-rate operation 
of this facility. 

The strike at copper mines and refining plants 
posed another threat, but apparently resulted in 
no real curtailment of operations for New Eng- 
land fabricators and users of that metal. 

The electrical-electronics industry group in 
New England grew by 13,300 workers or 10 per- 
cent in the 12 months to October, and now 
accounts for one out of ten of all manufacturing 
employees. Research, government contracts and 
the development of new products in the many 
branches of this complex industry group con- 
tinue to stimulate the establishment of new 
firms and plants. Some temporary layoffs oc- 
curred in the fall as shortages of steel developed 
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and as the automobile industry interrupted its 
flow of orders for electrical components. 

The nonelectrical machinery industry recalled 
many former workers during the year. But re- 
covery from the recession was slow, impeded by 
the strike, and fell short of reattaining the 1957 
peak. Net new orders for metal cutting types of 
machine tools exceeded shipments with a con- 
sequent rebuilding of order backlogs, and the 
export market for specialty types of tools re- 
mained good despite more vigorous competition 
from foreign producers. Producers of textile 
machinery experienced the best year since 1952, 
due to a resurgence of optimism among textile 
manufacturers and the development of improved, 
cost-cutting machines. The upturn in orders for 
paper mill machinery was less marked. 

New England’s transportation equipment 
industry built up employment staffs to the year’s 
peak in October before steel shortages forced 
some plants into temporary shutdowns. Activity 
at the Quincy shipyard was very strong through 
most of the year on various types of contracts, 
and at least some of this strength will be ex- 
tended into 1960 operations. Staffs at Connecti- 
cut aircraft plants were drawn down as a result 
of changes in the military program which placed 
less emphasis on manned aircraft. Operations at 
the region’s automobile assembly plant and at 
other plants making automotive equipment 
varied with seasonal influences and were particu- 
larly hard hit by the steel workers’ strike. 

Ordnance manufacture constitutes one of the 
smaller but fastest growing industries in the 
New England economy. Under the influence of 
a heavy volume of defense procurement con- 
tracts, employment at New England plants 
reached the highest level since World War II. 
With the shift in emphasis from conventional 
type weapons to guided missiles Massachusetts 
especially has benefited. 

Although New England’s instrument indus- 
try experienced a further decline during the 
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year in the manufacture of clocks and watches, 
it had a more than compensating growth in the 
production of scientific instruments and of meas- 
uring and controlling devices. Such instruments 
are of growing importance in plant expansions. 

At furniture plants high levels of production 
and employment were supported in nation-wide 
markets by active demand which shows no im- 
mediate signs of letting up. Markets were highly 
competitive, however, and profit margins for 
some producers are under pressure. 

Business for New England lumber operators, 
although subject to variations in construction 
activity, was on the whole quite good in 1959. 
There were no significant changes in the over- 
all price structure. 


Nondurable Goods Manufacturing 


New England textile mills, benefiting from 
improved demand for all types of textile prod- 
ucts, enjoyed one of their best years in recent 
times. Sales were up from a year ago, order back- 
logs for some types of fabrics were built up, 
prices rose, profits expanded, employment and 
work weeks have increased. Daily average con- 
sumption of cotton by New England mills has 
quite regularly exceeded comparable 1958 fig- 
ures, and the relative increase in wool consump- 
tion appeared to be even greater. Yarn pro- 
ducers and. finishing plants also shared in the 
improved volume of business. Although there 
were some signs of slowdown in the fourth quar- 
ter, producers were carefully scheduling output 
to avoid undesirable accumulation of inventories, 
and were generally optimistic over the outlook. 
Increasing competition from low-cost foreign 
producers continues to vex the industry. 

Business for New England apparel manu- 
facturers was substantially better than in 1958, 
both in unit and dollar volume. Orders for both 
spring and fall lines of garments were better 
than in the previous year, and employment in 
the industry, particularly for the production of 
men’s clothing, was maintained above compar- 
able 1958 levels. Increased fabric and labor 
costs accompanied higher sales volumes. Al- 
though retail sales of some items slowed down 
during the second half of the year, and retailers 
adopted more cautious ordering attitudes, the 
outlook for the 1960 spring season is viewed 
in the industry with optimism. 

For the shoe industry, 1959 was a record year. 
New England plants continued to account for 
about 35 percent of the national production, 
and their output of 201 million pairs through 
November was up 10 percent from a year earlier. 
The year started with a strong order volume, 
stimulated in part by depleted retail inventories, 


5 





BOND YIELDS AND INTEREST RATES 


Percent per Annum 
5 





i. ae 






Government Bonds 


Prime 
Commercial Paper 


Treasury Bills 











1955 1956 1957 1958 1959 


an early Easter, and concern over rapidly rising 
hide and leather prices. Some of these factors 
later disappeared as stimulants, and ordering at 
the fall shows was not so brisk as a year earlier. 
Yet much of the 1959 strength in the industry 
remains for 1960 operations. 

Business for the jewelry industry was some- 
what more satisfactory than in 1958, especially 
for makers of higher quality items. Orders re- 
ceived at the November jewelry showing were 
encouraging, and work weeks lengthened and 
extra short shifts added to complete orders for 
Christmas merchandise. Low-priced jewelry im- 
ports remain a problem for local producers. 

New England paper producers reported a 
generally good pick-up in sales and production 
from 1958 to 1959, although there was some 
lagging tendency in the newsprint segment of 
the industry. Work forces expanded, prices were 
firm, and the flow of new orders indicates to 
most producers a further pick-up for 1960. 

Business improved at New England rubber 
products plants during the year but not smoothly. 
Recovery from recession during the early months 
was interrupted in the spring by labor-manage- 
ment disputes at some large plants. After a 
busy third quarter, when operations were stepped 
up to make up for lost production and to meet 
increased demand for replacement tires and 
other rubber products, parts of the industry were 
affected by order deferments from the automo- 
bile industry which in turn was partially shut 
down by shortages of steel. 

The chemical industry in recent years has ex- 
perienced a more stable growth rate than some 
other industries. Over-all employment at New 
England plants, however, dropped somewhat in 
the third quarter as one long-established soap 
manufacturer transferred operations to more 
modern plants in other parts of the country. 
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Other Industries 

New England’s farm income depends heavily 
on dairy, poultry, and potatoes. Together they 
account for about three-fourths of the region’s 
cash receipts from farm marketings. The year 
1959 was relatively favorable for New England 
dairymen. Potato growers and poultrymen were 
far less fortunate. 

Through the first nine months of 1959, New 
England’s income from farm marketings was 
down 10 percent compared to year-earlier levels. 
The biggest drop was an 18 percent decline in 
income from crops—largely the result of low 
potato prices. Income from livestock products 
was down 7 percent, with higher dairy prices 
more than offset by low prices and sharp de- 
clines in the output of broilers and eggs. 

Some improvement took place during the last 
quarter as milk prices continued above year- 
earlier levels and the large 1959 crop of potatoes 
moved to market at much more favorable prices. 
Broiler and egg prices remained not much above 
production costs. The long period of low poul- 
try prices resulted in an 1] percent drop in egg 
production and a 5 percent decline in broiler 
production for the first 10 months of 1959. 

Operations of New England fisheries suffered 
further contraction in 1959, and problems of 
costs, foreign competition and obsolescent equip- 
ment remained troublesome. Landings of food 
fish for 11 months were about 5 percent less in 
weight than a year earlier, principally due to 
lighter catches of haddock and ocean perch. 
The Maine sardine pack was well below the 
average for recent years. Scallop landings at 
New Bedford, on the other hand, were in record 
volume and value. Total imports of fishery 
products into New England rose again, and 1959 
cold storage holdings were quite consistently 
above those of a year earlier. 

New England’s growing vacation business 
provided goodly measures of pleasure to patrons 
and income to operators during 1959. The ski- 
ing season got off to a good start with bountiful 
snowfalls, and by the time they had finally 
melted away, operators had scored a record sea- 
son with total guest patronage 13 percent greater 
than in the preceding record season. The sum- 
mer tourist season had to contend with some 
spells of uncomfortable weather, but ended up 
with guest patronage 4 percent above that for 
the 1958 season and only 2 percent short of the 
1957 record. 

The roundup, industry by industry, of busi- 
ness achievements in New England during 1959 
can be summed up in the theme of moderate 
growth with few upsets. The outlook favors its 
continuation into 1960. 


New England BUSINESS REVIEW 





Part 1, The Background 


Investment and Productivity 
In New England Manufacturing Industries 


Investment in manufacturing industries is re- 
quired for the creation of new jobs and is a 
prerequisite for higher productivity. The two 
roles are complementary. Sooner or later jobs 
will be lost if productivity is not high enough 
for a firm to be competitive. New technologies 
can lead to greater profits, higher wages, and 
ultimately the opportunity for growth. Do New 
England manufacturers invest adequately from 
the viewpoint of the region’s competitive posi- 
tion and development? 

A common technique for comparing the rela- 
tive amounts of capital used in production is to 
relate capital to labor in a measure of “capital 
intensity’; intensity is simply the ratio of capi- 
tal to labor. If there are more dollars relative 
to other industries invested per production 
worker in an industry, the industry or plant is 
capital intensive. A well-known trend in this 
country is the increase of capital intensity in all 
industries. Indeed, because capital intensity is 
instrumental to increases in productivity, in- 
crease in investment has been deemed crucial to 
the development of every economy. 

Capital is the accumulated investment of the 
past. Unfortunately because the capital figure 
has to serve a diversity of purpose—tax report- 
ing, investment analysis, cost analysis—there is 
no single rule for depreciation accounting that 
may be viewed as ideal. The ordinary straight- 
line depreciation rule, for example, fails to ac- 
count for obsolescence induced by technological 
changes or the higher replacement costs result- 
ing from inflation. Book value figures are so 
difficult to interpret that the U. S. Bureau of the 
Census ceased to compile such information in 
1920. 

Investment is sometimes thought of as an al- 
ternative to capital in analysis. While the stock 
of accumulated capital may be rendered value- 
less by technological improvements, or exceed 
book value because of inflation, current invest- 
ment is usually meaningful in cost or produc- 
tivity studies. Unfortunately investment is a 
very sensitive measure. Because it fluctuates 
widely in different phases of a business cycle, 
its relationship to labor or output is not always 
stable. More seriously, it is also inextricably 
bound up with growth. An industry experienc- 
ing a 4 percent annual growth spends twice as 
much for new plants and equipment than does 
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another industry with a 2 percent annual growth, 
even if capital intensity is the same in both in- 
dustries. Therefore, investment, like capital, is 
at best only a tentative tool. 

In 1920, the last Census with information on 
capital, capital intensity in New England was 
lower than the nation in 7 out of the 12 indus- 
tries that were of leading importance in the re- 
gion. Prior to that time new regions were 
opened up industrially, and the relative posi- 
tion of New England manufacturing industries 
had been declining. From the simple fact that 
new technologies are ordinarily more capital 
intensive, it is an impressive fact that New Eng- 
land, with a predominance of long-established 
plants, should by 1920 still command capital 
intensities nearly as high as those in the nation. 
It can only be concluded that the findings re- 
flected New England’s inherited industrial capi- 
tal accumulated by its merchants and industrial 
pioneers. 

Investment per production worker has lagged 
behind the nation since 1920. In 1939 New 
England manufacturers invested at 70 percent 
of the national level. The percentage declined 
to 68 percent in 1947, 62 percent in 1954, and 
59 percent in 1957. The increasing gap of in- 
vestment cannot be explained simply by the 
slower rate of industrial growth in New England. 
The rate of decline of New England’s share of 
employment in the nation has remained nearly 
constant since 1899, and the gap of investment 
per production worker should not widen unless 
the capital intensity in the region has fallen. 

In adapting to the changing economic en- 
vironment, the region has been involved in a 
major readjustment effort in shifting from non- 
durable goods industries to durable goods indus- 
tries. The net decline of employment hides the 
rapid growth in some of the sectors. In fact for 
such important industries as electrical machinery 
and transportation equipment, the rate of 
growth of employment in New England exceeds 
the rate in the United States by a wide margin. 
Yet even in these industries New England has 
had a low rate of new investment per production 
worker. The evidence appears unmistakable 
that, starting from a nearly comparable position 
in 1920, capital intensity in the region has drifted 
steadily below the average national level. 

There are other signs confirming the conjec- 
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WAGE, PRODUCTIVITY AND CAPITAL 
EXPENDITURES 


New England as Percent of the U. S. 





Capital Value- Wages 

Expendi- Added As Share 
tures Per Per Average of 

Production, Man- Hourly Value- 

Worker Hour Earnings Added 

Industry (1954-1956) (1956) (1956) (1956) 

Food and kindred products...... 75.6% 94.4% 93.1% 108.9% 
Textile mill products. . . <a Gao 109.8 108.4 101.6 
Apparel and related products.... 97.1 96.6 96.0 95.2 
Lumber and wood products..... 76.6 75.3 94.0 119.4 
Furniture and fixtures........... 67.3 92.5 97.1 103.4 
Pulp, paper and products ...... 82.3 85.6 93.8 108.3 
Printing and publishing tes 88.5 83.7 92.4 105.4 
Chemicals and products......... 79.6 81.1 95.5 114.7 
Petroleum and coal products..... na. 64.8 82.2 128.6 
Rubber products..... Pre. 25, 84.1 88.9 105.5 
Leather and leather products..... 73.0 95.3 101.6 109.7 
Stone, clay and glass products.... 70.3 91.0 99.2 118.8 
Primary metals industries......... 53.2 87.9 92.0 109.8 
Fabricated metal products....... 69.5 88.9 91.3 101.8 
Machinery, except electrical..... 81.1 92.8 95.4 101.7 
Electrical machinery Wee 86.8 87.4 98.2 
Transportation equipment........ 6.9 86.9 94.9 108.3 
Instruments and related products.. 78.6 80.2 89.0 105.3 
Miscellaneous (including tobacco) 83.8 88.3 95.2 105.7 

Total .... Pen eewvdeeee OP TO Bet lo Si TOoa% 





Source: Calculated from U. $. Census of Manufactures. 





ture that New England industries are character- 
ized by low capital intensity. Labor productiv- 
ity, as illustrated in the second column of the 
table above, is generally lower. Although there 
are several possible explanations, it is obvious 
that labor-saving machinery is one of the major 
factors in determining productivity. Another 
sign is the higher share paid to employees from 
the net sales (value-added), after raw materials 
costs have been deducted. Less revenue is left 
to the investors. This is consistent only with the 
lower level of capital intensity; otherwise profits 
are squeezed. 


Problems of Low Investment 

The lower capital intensity does not mean 
that the region is dominated by low capital in- 
tensity industries. If book value is an indication, 
the table on page 9 shows that capital intensity 
of leading New England industries—such as non- 
electrical and electrical machinery, fabricated 
metals and textiles—is higher than that of many 
others which are of little significance in the re- 
gion. The pattern of industrial growth in a re- 
gion is determined partly by history and partly 
by such locational factors as raw material sup- 
ply and market. The impact of the relative cost 
of capital to labor is more likely to be found in 
the capital-labor ratios for specific industries. 
Because of the lower wages in New England, 
its manufacturers might tolerate machinery 
which requires more workers to operate but is 
cheaper. The product might be a type that re- 
lies on skilled handwork. Plant space might 
consist of an old building converted at a rela- 
tively low cost. By these and other means capi- 
tal is conserved and capital intensity is kept at 
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a lower level. 

In some circumstances lower capital intensity 
might be the best means to maximize profits. 
With generally lower wages it may well be the 
policy an economist would prescribe. On the 
international scene it is well-known that a coun- 
try with inexpensive labor and scarce capital 
should conserve the use of capital and specialize 
in labor intensive industries. If wages are lower 
in New England, the region naturally encour- 
ages the use of labor intensive technologies. 

While such an analysis might be formally cor- 
rect, the analogy between international and in- 
terregional specialization ignores some crucial 
differences. Within the United States both labor 
and capital are free to move from region to re- 
gion, unhampered by the many barriers between 
nations. Regional industries competing in a 
national market cannot long survive high costs. 

In addition attraction of manufacturing plants 
oriented to low wages runs counter to the na- 
tional trend of more capital and higher labor 
productivity in production. With the passage of 
time wages will certainly rise with technological 
progress, and plants depending relatively more 
on labor will suffer from more rapidly growing 
costs. While these plants will also have more 
to gain if new machinery is introduced, the costs 
of renovation are frequently formidable. The 
actual alternatives open to them are likely to be 
a strong resistance against the wage increases or 
a further squeeze of their profit margin. 

Another problem of a region with low capital 
intensity is its exposure to international competi- 
tion. Most countries now undergoing economic 
development are labor rich but capital scarce. 
The technologies that they will adopt are natu- 
rally the ones that conserve the use of capital. 
The maintenance of a strong competitive posi- 
tion and a high standard of living in this coun- 
try hinges on the continuous technological 
changes that permit further substitution of capi- 
tal for labor in production. Unless New Eng- 
land pushes hard for new investment, some of 
its industries will soon be threatened by imports 
from countries that also rely on labor but whose 
wages are much lower. 


Capital-Productivity Relations 

The relationship between capital intensity 
and labor productivity is shown in the table on 
page 9. Capital intensity is measured by dollars 
of capital (book value) per production worker, 
and the figures summarize the experience of 
some 2,000 manufacturing plants in Massachu- 
setts. In compiling the table, first the total capi- 
tal per man-hour is computed for each plant. 
The result is then expressed as a percent of the 
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industry average. Thus a plant whose capital 
per man-hour falls below the industry average 
is labor intensive, and a plant whose capital per 
man-hour exceeds the industry average is capital 
intensive. When a firm makes new investments 
its basic objective, in terms of the table, is the 
move from left to right across the columns with 
progressively higher output per man-hour of 
labor. 

The table shows clearly that plants with 
higher capital intensity enjoy higher produc- 
tivity of labor.* The opportunity is especially 
enticing in industries with low capital to labor 
ratios, where a doubling of capital intensity can 
be accomplished with a relatively smaller amount 
of investment. In the apparel industry, for 
example, the 134 plants in the least capital in- 
tensive group have an average capital of about 
30 cents per man-hour. Their productivity might 
be raised 50 percent if the per worker capital 
asset were raised to 60 cents, even though this 
may require a complete changeover of machin- 
ery and equipment. 

The apparel industry, of course, has many 
branches, and the higher productivity may not 
be achieved except by a radical change of prod- 
uct. Yet the relationship between productivity 
and capital intensity is no less striking for 
plants with similar products. For manufacturers 
of women’s and misses’ outerwear, as an example, 
the productivity is 50 percent higher in plants 
with a capital intensity of $1.40 per man-hour 
than that with a capital of $1.10 per man-hour. 
It should also be noted that with the current 
trend of product diversification, the opportunity 
of raising labor productivity by moving into the 
production of high capital intensity products is 
often available. 

The apparent relationship between capital in- 


must be balanced against a lower profit rate 
associated with the wider capital base. Labor 
saving is considerable when the number of 
workers employed with reference to either 
output or capital is large. It can also be impor- 
tant in some industries where the wage rate is 
high. But if this saving is a result of additional 
investment, the rate of profit may not increase at 
all. This can again be illustrated with the exam- 
ple of the apparel industry. If capital is doubled 
from 30 cents invested per man-hour to 60 cents, 
the resulting tendency for the profit rate to de- 
cline by 50 percent must be more than offset by 
a substantial rise in profits as a result of the 50 
percent increase in labor productivity. As wages 
relative to interest rates increase, the saving of 
labor becomes more important. Therefore capi- 
tal intensive technologies tend to become more 
prevalent and attractive in the long run. 

Another consideration is the large outlay of 
funds often required in renovating a plant. The 
position of a plant can be improved also if the 
available funds are expended for marketing, 
strengthening the management staff, or improv- 
ing and diversifying the product lines. There 
is often the temptation to keep the existing 
machinery which has already been paid for. 
Undoubtedly any decision on long-term invest- 
ment should also consider the immediate needs 
and other alternatives for the use of funds. 

In general, for a variety of reasons a plant 
might not choose to increase its capital intensity. 
Yet from the over-all point of view, the general 
choice of less capital intensive technologies by 
New England manufacturers is threatening the 
competitive position of the region. Adequate 
investment in the future will be one of the keys 
to successful management and to the growth and 
general well-being of the region. 





tensity and labor productivity 
does not mean that highly capi- 
tal intensive plants will always 
be preferable. First of all, tech- 
nologies in an industry limit 
how high capital intensity can 
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be. In most industries there are 
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(MASSACHUSETTS FIRMS, 1955) 


Six Groups of Plants Classified According to Total Capital 


only a few alternatives to ma- 
chine lines, and diminishing re- 
turns set in after capital invest- 
ment reaches a certain level. 
The second consideration is 
that the amount of labor saving 


* The technical issues related to the 
conclusion are discussed in a research 
report, New England Manufacturing 
Industries in 1970, available on re- 
quest from the research department 
of the Federal Reserve Bank of 
Boston. 
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Food and kindred products...... 


Textile mill products. ..... 


Apparel and related products. . . 
Lumber and wood products..... 
Furniture and fixtures......... 
Pulp, paper and products....... 
Printing and publishing......... 
Chemicals and products......... 


Rubber products..... 


Leather and leather products... . 
Stone, clay, and glass products... 
Primary metal industries......... 
Fabricated metal products....... 
Machinery, except electrical .... 
Electrical machinery............ 


Transportation equipment. ... 


Instruments and related products... 
Miscellaneous (including tobacco) 


Total Asset ‘Per Man-hours of the Firm as % of Industry Average 
Per Man-hour 
in 1955 0%- 50%- 80%- 120%- 150%- 200% and 
Book Values 49% 19% 119% 149% 199% over 
Value-Added in 1950 Dollars Per Man-hour 
$4.80 $2.82 $5.21 $6.17 $9.87 $7.27 $7.91 
4.09 3.37 3.8 4.32 6.19 6.09 6.86 
1.46 1.79 2.68 3.06 3.42 3.67 13.64 
3.53 1.99 2.52 3.03 3.16 3.19 3.93 
~- ZEF 2.13 ba Je 3.29 3.60 4.34 5.63 
4.81 2.99 3.49 3.58 4.38 3.84 10.16 
3.38 3.26 3.89 4.81 5.24 7.22 7.86 
41.15 4.04 5.69 8.26 6.15 15.46 14.10 
3.24 277 3.58 4.74 4.58 7.30 11.10 
2.26 2.14 2.60 3.19 3.93 456 10.65 
5.91 2.67 3.55 4.55 5.51 7.21 7.87 
4.24 2.31 2.31 2.29 3.90 3.04 2.23 
4.03 2.16 2.93 3.73 3.90 4.41 6.89 
5.25 2.79 3.26 3.76 4.14 5.30 5.53 
357 2.48 2.82 3.12 4.03 5.67 4.77 
3.20 3.52 3.43 3.22 9.23 5.14 ene 
4.38 3.01 3.95 4.97 5.10 rr 8.62 
3.08 1.90 2.58 2.70 4.16 3.93 5.44 





Source: Compiled by the Federal Reserve Bank of Boston from Massachusetts Department of Labor and 


Industry survey data. 








Spending and Saving Rise in 1959 


Business activity picked up in 1959 and, stim- 
ulated by improving incomes, New Englanders 
gave the retail stores more business than in 1958 
or in 1957, more, in fact, than ever before. Sav- 
ings held by financial institutions also increased, 
but at a slower rate than in 1958. 

Increases from year-ago levels of spending 
were greater in the earlier part of the year, re- 
fiecting the low level of sales and general busi- 
ness activity in early 1958. Nonetheless, the ab- 
solute level of sales was strong and increasing 


at the end of 1959. 


Sales of Retail Stores 

With the region’s retail outlets ringing up a 
sales volume 6 percent greater than 1958’s total 
of nearly $12 billion, almost all lines of trade 
did better than in 1958. The sole major excep- 
tion was the apparel and accessories stores, with 
sales 3 percent under those registered in 1958. 
Nationally, total retail sales gained 8 percent 
over the 1958 total, but the apparel group fared 
better than in New England where a gain of 6 
percent was recorded. 

Other types of retail outlets experienced simi- 
lar year-to-year sales gains in both this region 
and the nation. Sales of durable goods gener- 
ally gained most from year-earlier totals because 
these commodities were least in demand during 
the recession which was still depressing sales 
activity in early 1958. 

The major gain at the national level was re- 
corded by the automotive group, whose sales 
were up 20 percent, as 1959 and 1960 model cars 
found a greater demand than cars in the 1958 
market. New car registrations were up 30 per- 
cent from year-earlier levels, but the 13 percent 
gain in sales of automotive accessory dealers 
lowered the sales gain for the combined group 
of retail outlets. Accessory dealers registered 
sales gains last year as the slump in new car sales 
resulted in more spending to maintain older 
cars. In New England, sales of the automotive 


group of retailers increased 10 percent while new 
car registrations were up 20 percent. 

Residents of this region channeled a greater 
proportion of their 1959 durable goods spending 
into things for the home rather than for the 
road, as compared to 1957. Sales of lumber, 
building materials and hardware dealers were 
13 percent larger than a year ago, and sales of 
furniture, home furnishings, and appliance 
stores were up 13 percent. The national gains 
were smaller, consisting of 13 and 8 percent. 

Sales of soft goods rose less from last year's 
levels than did durable goods sales. The fol- 
lowing table indicates the gains made by some 
of these store groups: 


Percent Change from 1958 


New England United States 


Food Stores +5 +3 
Eating and Drinking 

Places +5 +5 
Gasoline Service 

Stations +4 +7 
Drug and Proprietary 

Stores +6 +9 
Department Stores +3 +7 


New England’s department stores sales gain 
of 3 percent was achieved as the dollar volume 
of sales exceeded year-ago amounts in every 
month except August. The decline in that 
month was largely related to the shift of “Back- 
to-School” buying from late August to early 
September due to the change in the date of 
Labor Day from September 1, 1958 to September 
7, 1959. A spell of hot weather in late August 
also made shopping less pleasant than usual, 
increasing the tendency to postpone purchases. 
Sales increases in the other months ranged from 
a low of 2 percent in May and July to a high of 
7 percent in February and June. 

Apparel and accessories sales in department 
stores recorded gains from a year ago of about 
5 percent, in contrast to the loss made by stores 





DOLLAR PER CAPITA LIQUID SAVINGS 


specializing in these items. 
Larger gains were made in men’s 


























apparel sales than in women’s. 
een sein The only apparel departments 
1957 1958 | 1959 1957 | 1958 1959 not increasing their sales were 
Commercial Bank | fo | aie | aE furs, handkerchiefs and coats. 
313 344 Mae 
Mua Savina | . nd ’ rt | . rd . ‘es | . ve | ' von The 4 percent gain in sales 
anks Deposits....... 56 | - ey ae . 
AP ip wenn | | | | | of home furnishings was led by 
Equities... .... aus 562 | 581 610 494 | 511 | 534 a 15 percent gain in major 
E & H Savings | | ‘: I § 
Bonds. . - - . . | 264 261 | = 257 244 | 246 | 241 household appliances and 10 
Savings and Loan....... : i 
Shares 242 273 | 283 247 | 277 | 309 percent in sales of the radio, 
Total . . $2,140 | $2,937 | $2,309 | $1,484 | $1,574 | $1,634 television and record and the 
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lamp and shade departments. Basement store 
sales have managed to equal year-ago levels in 
the face of discount competition. 

Among the remaining departments, sales gains 
of more than 5 percent were made by the de- 
partments selling silverware and jewelry, books 
and stationery as well as the barber and beauty 
shops. Sales of piece goods, notions, luggage, 
and umbrellas failed to match 1958 totals. 


Increase in Consumer Credit 

The amount of consumer credit outstanding 
at New England’s reporting stores increased dur- 
ing the year along with or, in some cases, faster 
than sales. Accounts receivable at department 
stores were up 4 percent from 1958 totals, while 
at furniture and appliance stores they were up 
7 percent. Collections have held up well with 
ratios to the amounts outstanding equal to or 
larger than a year ago. 

Consumer credit at New England financial 
institutions increased during 1959 by about the 
same rate as the national average. The increase 
brought consumer instalment credit outstanding 
to a level 15 percent higher than a year earlier. 
Personal instalment loans showed the greatest 
increase from 1958. 


Rise in Liquid Savings 

Despite rising employment and incomes, New 
Englanders added less to their holdings of liquid 
savings than in the recession year of 1958. Ona 
per capita basis, however, savings increased by 
more in New England than in the nation. 

Liquid savings at year-end 1959 are estimated 
at $2,309 per capita for New England, or 41 per- 
cent more than the comparable national figure 
of $1,634. This includes commercial bank time 
deposits, mutual savings banks deposits, savings 
capital in savings and loan associations and co- 
operative banks, United States Series E & H 
Savings Bonds, and life insurance equities (ap- 
proximately equal to cash surrender value of 
life insurance in force). 

In New England, as in the nation, savings 
deposits in the region’s banks—commercial or 
mutual savings—are the most popular form of 
savings. New Englanders hold over twice as 
much in these two types of deposits as the na- 
tional average. In New England most of these 
deposits are at mutual savings banks while in 
the rest of the country most are at commercial 
banks. The difference is due to the fact that 
few states outside New England have mutual 
savings banks. Savings deposits increased in both 
New England and the rest of the United States 
by less than in 1958. Savings deposits in New 
England banks increased by $37 per capita in 
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1959 as compared with a $50 increase in 1958. 
In the nation, deposits increased by $40 in 1958, 
but only $10 in 1959. 

Life insurance equities are second to savings 
accounts as a form of savings. For the nation, 
per capita holdings of $534 are nearly equal to 
savings deposits. Per capita holdings in this 
region reached $610 by December. The increase 
in New England was $29 as compared with $23 
for the rest of the country. In both cases this 
was a greater increase than in the preceding year. 

Share accounts of savings and loan associations 
and cooperative banks in recent years have 
shown the fastest rate of growth of any of the 
savings media. In 1959 savings and loan associa- 
tions continued their rapid growth with a per 
capita increase of $32 for the United States. In 
New England, however, the increase of $10 per 
capita was the lowest since 1950. 

The value of E & H Savings Bonds outstand- 
ing decreased slightly in New England and the 
rest of the country. The decline was small even 
though redemptions were substantially ahead of 
sales of bonds. This was possible because the 
interest accruing in Series E Bonds made up most 
of the difference between redemption and sales. 
Nevertheless, the decline was enough to reduce 
per capita holdings of savings bonds in New 
England to their lowest level since 1945. Inter- 
est rates in savings bonds were raised from 314 
percent to 334 percent in September in an at- 
tempt to halt the drop in savings bond holdings. 

Some of the savings were significantly influ- 
enced during the past year by developments in 
the government bond market. In October, the 
Treasury sold a note paying interest at the rate 
of 5 percent. Many individuals found the terms 
of this offering attractive, and reduced their 
holdings of savings bonds or savings deposits to 
purchase notes. To the extent that this occurred, 
figures on liquid savings were less than they 
would otherwise have been. 
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MASSACHUSETTS NEW ENGLAND UNITED STATES 
MANUFACTURING INDEXES | (1950-52 = 100) (1950-52 = 100) (1947-49 = 100) 


(seasonally adjusted) | Nov. '59 Oct. '59 Nov.’58 | Nov.'59 Oct. '59 Nov. '58 | Nov.’59 Oct. '59 Nov. ‘58 


All Manufacturing 118 113 119 118 111 150 150 143 
Primary Metals 70 99 100 88 96 105 63 123 
Textiles 49 49 70 68 67 n.d. ie 104 
Shoes and Leather 130 134 137 121 129 n.a. n.d. 113 
Paper 108 106 132 124 122 na. 183 168 


1958 figures revised for Massachusetts and New England 
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NEW ENGLAND UNITED STATES 
Percent Change from: Percent Changefrom: 


BANKING AND CREDIT Nov. '59 Oct '59 Nov. '58 Nov. '59 Oct. 59 Nov. '58 


Commercial and Industrial Loans ($ millions) 1,374 0 n.a. 29,807 + 1 n.a. 
(Weekly Reporting Member Banks) 
Deposits ($ millions) 4,508 0 +2 108,126 0 n.a. 
(Weekly Reporting Member Banks) 
Check Payments ($ millions) 8,856 —4 +14 217,167 6 
(Selected Cities) 
Consumer Installment Credit Outstanding 232.0 + 3 260.6 
(index, 1950-52 = 100) 

TRADE 
Department Store Sales 126 + 3 145 

(index, seas. adj. 1947-49 = 100) 
Department Store Stocks 145 + 2 160 
(index, seas. adj. 1947-49 = 100) 

EMPLOYMENT, PRICES, MAN-HOURS, & EARNINGS 
Nonagricultural Employment (thousands) 3,591 + 3 
Insured Unemployment (thousands) 110 —17 

(excl. R. R. and temporary programs) 
Consumer Prices 126.9 + 1 
(index, 1947-49 = 100) (Mass.) 
Production-Worker Man-Hours 88.5 + 5 
(index, 1950 = 100) 
Weekly Earnings in Manufacturing ($) 80.36 +4 
OTHER INDICATORS (Mass.) 
Construction Contract Awards ($ thous.) 
(3-mos. moving averages, Sept., Oct., Nov.) 
Total 142,250 2,855,127 
Residential 70,580 1,357,763 
Public Works 18,724 409,412 
Electrical Energy Production 209.2 258.2 
(index, seas. adj. 1947-49 = 100)* 
Business Failures (number) 69 1,130 0 
New Business Incorporations (number) 760 13,015 —10 
*Figure for !ust week of month n.a. = not available 
| r= revised 
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